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KEY ECONOMIC INDICATORS - NEPAL 


All values in US$ million and for end of Exchange Rate: 


period unless otherwise stated. US$1.00 = NRs. 12.00 
NEPAL FISCAL YEAR Percentage 


Mid-July to Mid-July FY1977/78 FY1978/79 FY1979/80 Change 


INCOME & PRODUCTION 
GDP at current prices (est.) 15633 1,780 2,088 
GDP at constant FY1977 prices (est.) 1,507 1,565 1,554 
Per capita GDP, constant prices 112 114 111 
Agricultural Production (000 MT) 
Foodgrains 3,586 3,691 3,196 
Cash Crops 798 809 797 
Government Budget 
Regular 72.2 86.8 99.6 
Development 150.7 164.9 195.6 


MONEY & PRICES 
Money Supply 208.7 245.5* 
Interest Rates 
Central Bank (treasury bills) 4.0 5.0 
Commercial banks (prime) 11,0 11.0 
Commercial banks (average) 14.0 14.0 
Retail Price Index (1972/73 = 100) 161.8 180.8# 


BALANCE OF PAYMENTS & TRADE 
Gold and convertible currency reserves+ 147.6 186.1 196.8* 
Indian Currency Reserves+ 29.6 47.7 37.9% 
External Public Debt Outstanding 81.0 110.1 132.7" 
Balance of Payments (basic balance) - 3.2 39.0 14.5* 
Balance of Trade 118.6 150.6 215.4 
Exports, FOB 87.2 108.1 80.4 
Overseas Exports, ‘FOB 45.7 53.9 48.8 
U.S. Share 5.2 8.1 6.2* 
Imports, CIF 205.8 240.4 295.8 
Overseas Imports, CIF 78.0 108.6 143.2 
U.S. Share 12.9 8.4 5.5* 


Overseas Tourist Arrivals 120,833 123,432 124,000e 


Main imports from U.S. (FY 1978/79): Aircraft spare parts $2.6, Wheat & Wheat 
flour $0.94, Machinery & parts $0.51, 
Tobacco $0.28, Medicines $0.24. 


As of Mid-April 1980 (percentage change over previous 12 months). 
Kathmandu Consumer Price Index only. 

Official plus commercial bank holdings. 

Embassy Estimates. 


Sources: National Planning Commission, Nepal Rastra Bank, Ministry of Finance, 
Ministry of Tourism, Trade Promotion Center plus Embassy estimates 
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SUMMARY 


Nepal is a relatively small, landlocked, mountainous country. The 
bulk of its population lives either on the edge of the Ganges 
Plain near the southern border of the country, in small valleys 
within the Himalayan foothills, or on the slopes surrounding 

these valleys. Population, already dense, is increasing at 2.5 
percent per year. The only arable land not already under cultiva- 
tion is in the country's nearly depleted forestry reserves, and 
more pressure is being placed each year upon the country's limited 
resources. The differences between a good year and a bad one de- 
pend almost entirely on the monsoon rainfall. Although Nepal con- 
tinues to be a net exporter of rice, domestic consumption is grad- 
ually approaching production. Should there be a serious crop 
shortfall in the future, Nepal will be forced to import feedgrains 
with a serious adverse impact on its foreign reserves. 


The past year (July to July) was not good. The monsoon failed in 
the Western section of the country and grain production was down 
some 13 percent. All rice exports were lost and about 60,000 tons 
of grain were donated by various countries and international or- 
ganizations for emergency delivery to the Western Hills. Export 
earnings suffered badly while imports continued to rise with gen- 
eral inflation and the increasing petroleum costs so that a sharp 
increase in the trade deficit occurred. The current account was 
also in deficit, and it was only loans from assistance donors 
which permitted a positive overall balance of payments surplus. 


Foreign assistance to Nepal, dominated by such multilateral donors 
as the World Bank and the Asian Development Bank, is increasing 
rapidly and plays a critical role in financing the country's de- 
velopment plans. 


The best opportunities for U.S. business in Nepal are specifically 
related to major projects financed by this increasing multilateral 
aid. The possibilities include consultant work, construction con- 
tracts and equipment sales. Investment opportunities exist pri- 
marily in tourism with lesser possibilities also in mining and 
agri-business. The Government of Nepal warmly encourages foreign 
investment. 
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CURRENT ECONOMIC SITUATION AND TRENDS 


Production 


Nepal's gross domestic product declined slightly in the fiscal 
year 1979/80 as a result of a substantial drop in grain produc- 
tion stemming from a bad monsoon. Rice production fell 12 per- 
cent to 2,059,930 MT, the lowest level since 1972 and only the 
third year since 1964 to fall below 2,100,000 tons. The corn 
crop fell 25 percent to 533,760 MT, by far the lowest figure 
since 1964. Wheat was off only slightly at 439,990. Millet 
dropped 10 percent €6 119,340. Total foodgrain production fell 
below 3,200,000 MT, only the second time that has happened since 
1964. The full ramifications of the production figures show up 
however, only when reflected against the increase in population. 
In 1964, grain production amounted to approximately .32 MT/capita. 
In 1971, the figure was .30 and this year around .23. As over 95 
percent of Nepal's population consists of subsistence farmers, it 
is a stark index of the declining standard of living in the coun- 
tryside. ; 


Cash crop production was largely stagnant with the only major 
change being a 32 percent drop in the production of oil seeds. 
Production figures are as follows: sugarcane, 384,370 MT (+1.42 
percent); oil seeds, 62,879 MT (-31.66 percent); tobacco, 5,500 MT 
(+10 percent); jute, 67,500 MT (+2.97 percent); and potatoes, 
278,400 MT (+3.88 percent). . 


Nepal's industrial production consists essentially of sugar refin- 
ing and jute processing in addition to various import substitution 
industries. Sugar production dropped off radically to 13,861 MT 
for the first 9 months of the year (-43 percent). Jute goods pro- 
duction was up about 5 percent. Cigarette output declined 12.5 
percent to 132,790,000 units, cement production rose 11.5 percent 
to 13,545 MT, and shoe production rose 10.4 percent to 45,682 
pairs. (All figures for 9 months.) Despite these increases, in- 
dustrial output of virtually all major products is well below the 
level of recent years. The failure of Nepal's efforts to indus- 
trialize successfully is due to a number of factors such as irreg- 
ular power supply, difficult transport and supply problems, etc. 
Much is also due, however, to mismanagement. But, whatever the 
cause, the state-owned industries continue to fall short of ex- 
pectations and thus far have not yielded significant returns on 
invested capital. 





5 


The future of further industrialization in Nepal is limited by the 
need to develop hydroelectric power as well as to find a market 
for the goods produced. Nepal's population of around 14 million, 
most of which are subsistence farmers with virtually no cash in- 
come, will not support more than a small number of import substi- 
tute industries. Exports could eventually go to India, but pene- 
trating the Indian market is difficult. A textile mill has opened 
with a capacity of 11 million meters of cloth and 200 tons of 
yarn. Work has begun on a cement plant with a capacity of 750 
tons per day and India will assist Nepal with the construction of 
a second with a capacity of 1,500 tons of cement per day. It is 
estimated that the annual demand for cement in Nepal is about 300 
thousand tons so that eventually the country will have substan- 
tial cement export potential. With Chinese help Nepal is planning 
the construction of a small paper mill using rice straw as raw 
material, as well as a large mill with trees as the source of cel- 
lulose. The Chinese will also assist in the construction of a new 
sugar mill. 


Power 


Nepal has unlimited hydroelectric power potential and major plans 
are being made to develop it. The current Five-Year Plan calls 
for the addition of 56,945 kilowatts to Nepal's generating capac- 
ity. Most of this will come from a series of major dams although 
the installation of small generating plants large enough to supply 
a village is also getting underway. Nepal and India are currently 
discussing a regional agreement for the construction of a $1.5 
billion dam on the Karnali River. The dam, financing for which 
will come from an international consortium, will supply power to 
both India and Nepal as well as provide significant flood control 
in the Ganges Basin. Other large hydroelectric projects are also 
under discussion between the two countries. 


Cost of Living 


Inflation was a major problem in Nepal during the fiscal year and 
was in effective terms much worse than the 12 percent official 
rate. Grain prices rose as much as 20 percent because of the crop 
shortfall while consumer goods were often in short supply and 
available only at wildly fluctuating prices. The breakdown in do- 
mestic industrial production of consumer goods, which are general- 
ly protected by a monopoly, led the government to import Indian 
products. Shortages and inflation there, however, only compli- 
cated the situation in Nepal, as it is impossible to prevent 
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Nepalese goods from flowing into India when prices are higher 
there. Increasingly, urban Nepalese are dependent upon kerosene 
for home use as firewood reserves are depleted and electricity 
falls short of demand. An approximate 40 percent rise in the cost 
of kerosene with similar increases in gasoline, diesel, etc. has 
only served to make the consumer's situation that much worse. 


Trade and Balance of Payments 


The deteriorating trend noted in Nepal's balance of payments in 
recent years accelerated this year with the loss of export earn- 
ings and higher import costs. Provisional figures for 11 months 
indicate that the trade deficit increased 63 percent, as imports 
increased 23 percent and exports fell 25 percent. Exports dropped 
to 27 percent of imports from 45 percent last year. This was a 
particularly bad year, but it is not inconsistent with the overall 
trend. Nepal's imports are bound to increase with inflation (vol- 
ume is actually down this year) while exports depend largely upon 
the unstable jute market and the increasingly questionable rice 
surplus. There is no early amelioration of this problem this 
year. 


Traditionally, services and remittances have offset a large part 
of the trade deficit, and invisible earnings continue to grow. 
Net tourism earnings reached an estimated $29.1 million against 
$22.5 million last year, despite a sharp decrease in the growth 
of tourist arrivals. . Gurkha pensions and remittances for 11 
months reached $27.1 million against $23.1 million last year. 
Total services, in fact, continue to grow as a percentage of im- 
ports, moving consistently from 26 percent in 1975/76 to 42 per- 
cent this year. 


Government transfers--mostly grant foreign assistance--continued 
to increase rapidly, up 42.5 percent to $62.2 million (11 months). 
This largely compensated for the trade and services deficit of 
$81.6 million, and the current account deficit after 11 months was 
$19 million. Capital movements, mostly long-term, low-interest 
loans from international financial institutions, provided $22.9 
million so that the overall balance of payments for the fiscal 
year are marginally positive. Official foreign reserves are at 
approximately the same level as at the beginning of the fiscal 
year, around $183.3 million. The commercial banks hold another 
$33 million. Imports are running at around $24 million per month 
so that reserves have dropped to around 7% months import equivalent. 





Government Budget 


The government budget is broken into regular and development sec- 
tions, of which the latter traditionally constitutes around 65 
percent of total expenditures. Domestically generated revenues 
have normally supplied the funding for the operational budget and 
approximately 30-35 percent of the development budget. During the 
past year, regular expenditures rose 14.7 percent. Development 
expenditures rose only 18.6 percent against a projected increase 
of over 33 percent but remained at around two~-third's of the total 
expenditures. Serious problems were encountered, however, on the 
revenue side. Domestic revenues actually declined 3.5 percent 
against a projected increase of 17 percent, dropping the domestic 
contribution to the development budget to 23 percent. The chief 
reason for this stagnation of government receipts was the failure 
of income from import duties to increase proportionately with im- 
ports. While the latter rose in value by 23 percent, income from 
import duties declined. While problems in collecting revenues as- 
sociated with political developments occurred, a large part of the 
income loss results from the contraction of the volume of imports 
last year. The duties on many of Nepal's major imports, petroleum 
products for example, are levied on volume, not value. There is 
thus no built-in inflation cushion so that as rising prices bite 
into consumers’ buying power, government revenues from import 
duties are likely to stagnate or perhaps decline. The government 
is intent on increasing the yield of direct taxes, but it will un- 
doubtedly be some time before such efforts can lead to increased 
revenues which can offset the loss in customs duties, the largest 
Single income-producing element in the tax system. 


Nepal's foreign debt is beginning to mount after being negligible 
for years. By the end of last year, the debt had risen 36 percent 
to $110 million. Through 9 months of this fiscal year, it had 
risen an additional 21 percent to $133 million. By year's end, 
indications are the increase will have been closer to 40 percent. 
As this debt consists of soft loans from foreign assistance donors 
and international organizations, servicing is marginal and, al- 
though increasing, is no burden on the government's financial 
position. 


Foreign Assistance 


Foreign assistance continues to increase rapidly and is essential 
for the maintenance of Nepal's foreign reserves and its develop- 
ment budget. The assistance consortium, including all donors 
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except India and China, this year committed $200 million in grant 
and loan assistance. Estimated figures for the first 11 months of 
this year indicate disbursements of grant assistance reached $55.9 
million; and disbursement of loans, $33.4 million. Aid commit- 
ments last year were $175 million; and disbursements were grants, 
$49.9 million, and loans, $32.5 million. Currently, most foreign 
assistance is tied to projects, so that further increases in as- 
sistance will depend upon Nepal's ability to continue to design 
and implement new projects. It will also depend upon Nepal's 
ability to generate sufficient domestic revenues to make its con- 
tribution to the increased development budget, something which 
Nepal's declining productivity and stagnant government revenues 
bring into question. 


IMPLICATIONS FOR THE UNITED STATES 


Nothing has occurred to alter the fact that Nepal, with its small 
population, undeveloped economy, and geographic remoteness is not 
destined to become.a major market for U.S. goods and services. 
Even where possibilities do exist, U.S. firms will face stiff 


competition not only from developed countries with experience in 
the region (such as Japan), but also from developing nations (such 
as Korea and more notably India), which possess the technology to 
meet many of Nepal's requirements and have a major competitive 
edge from the standpoint of labor costs and other factors. 


Despite these negative conditions, significant opportunities for 
American business are growing in certain specialized fields. 
Worthy of particular attention are the major development projects 
financed by the World Bank/IDA and by the Asian Development Bank. 
These projects are growing in number and value, and offer substan- 
tial opportunities for consultancy, contracting and equipment 
sales. In some cases--e.g., the irrigation and rural development 
projects--the scope may not be sufficiently complex to enable U.S. 
contractors to compete successfully. 


*% U. S. GOVERNMENT PRINTING OFFICE: 1981--341-007/359 
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